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The Rowell-Sirios Report 


The Conterence called to discuss the Rowell-Sirois Report on Dominton- 
, ncial Relations is, for the time being, “dead It was killed before 
it even had a chance to breathe and the fact that the conference did not 
even discuss the report seems to be a sad commentary on the so-called unity 
of Canada. We are not particularly concerned with the reasons in tis con- 


nection, there are always two sides to every question but it does seem to be 
a fact that those concerned in the conference lost a real chance to prove 
that Canada is united and is not, as many people infer, just nine separate 
Provinces. It is all very well to prate about National Unity but it is deeds, 
not words we want and the death of the conference before it really was 
started certainly does not give one any cause for rejoicing concerning this 
so-called unity 


There are those who argue that the conference was ill-timed, that few 


people knew what the report was all about and others who argue that we 
should leave the British North America Act severely alone. Why is it 
that we endow the Fathers of Confederation with powers they never actu- 
ally possessed? Undoubtedly these men were etremely able men. No doubt 
they did a fine job, but it seems silly to assume that these men could lay 
down laws which would be suitable for all time and the plain facts seem 
to be that we are very much over-governed with the resultant duplication 
of services and duplication of taxation, some of which could be avoided 
if the provisions of the Rowell-Sirois Report were implemented 

The statement by Hon. Mr. Ilsley, that the Dominion Government 
would have to invade the Provincial Taxation field is one that does not 
make good reading for it foreshadows further strained relations between 
the Dominion Government and the Provinces and it would seem that you 
and I will be the meat between the sandwich and, as a result, will have 
to accept quite a crushing before it is all over. 

In any event the Conference is killed and there is little we can do 
about it now, except this. It is our belief that the terms of the Rowell- 
Sirois Report were known to comparatively few people and we ought to 


commence right now to educate the people as to what the report means. 
Educate them in simple terms, terms that the average man can understand. 
Let us put the facts squarely up to the people, the facts on both sides of 
the argument. Then some action will have to be taken whether it be 


during the war or after it is over. 





ACROSS THE SECRETARY'S DESK 


War Savings Pledge Month 


The month of February has been designated as War Savings Pledge 
Month, a month in which every citizen of Canada will be asked to pledge 
himself or herself to buy more and more War Savings Certificates. What 
will the answer be? Slowly, oh so slowly, the idea is dawning on the 
Canadian people t 





many sacrifices will be demanded of us before this 


war is won, that indeed it will not be won unless all of us deny ourselves 


many of the thin 


gs we have come to regard as necessities and to buy more 
and more War Savings Certificates, to so budget our income that not only 
will those who are able to buy War Savings Certificates in ever increasing 
quantities but also will be ready to put the next War Loan over the top 
in record time. 

We should be thankful that we are allowed this privilege instead of 
being forced to loan our income apart from bare living expenses, and at 
no interest rate. 

nd what if the answer of the Canadian people is No? Then the only 
answer is either compulsory saving or vastly increased taxation in every 
form. 

That is not a pleasant prespect but it will surely come unless we do 
our part in a voluntary manner. 


1 


all the time and British people are also 





British people are : 
standing the brunt of the war in another sense. They are the constant 
objects of German bombs of reduced rations of night and day work. By 
day on munitions and by night in thousands of voluntary jobs. 

We have it on the authority of Mr. W. H. Somerville, Joint National 
Chairman of the War Savings Committee that not as many people as might 
are buying War Savings Certificates, nor are many buying to the extent 
they should 
Let us give our answer NOW, instead of waiting for February and 


us each buy to the very limit of our power. 


Across the Secretary's Desk 


It is always a sad thing to have to report the death of members of our 
Society and this month we have to mention the passing of two members 
Mr. E. D. Mitchell of the Winnipeg Chapter, and Hon. Gordon Scott of the 
Montreal Chapter. Mr. Mitchell's death occurred some time ago but news 
of it has only just reached this office. The death of Hon. Gordon Scott 
occurred in December. He was a member of the party with Hon. C. D. 
Howe, torpedoed in the Atlantic and was killed while boarding the rescue 
ship. To their sorrowing families this column extends the sincere and 
deepest sympathy of the members. Due to the prevalence of inventories and 
general end of the year work, January is usually a rather slack month in 


our various chapters but everything is back to normal again and chapter 
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neetings will commence again during the next week or two to function 


without ceasing until the end of the season. One of the very remarkable 
things about the present season is the manner in which chapter attendances 


have been kept up to previous levels. This is all the more remarkable because 


of the fact that most businesses are working almost night and day and an 
added strain has been thrown on the majority of our members. Most of 
them still find time to get out to chapter meetings which is indeed a good 


Since the first of the year I have received several letters compliment- 





ing the Society on the issuance of its first Christmas Card. It is gratifying 
to know that the good wishes of the Officers and Directors of the Society 


ire appreciated and reciprocated and it is very probable that such cards wil 





' ; ; 
be issued every year from now on. Judging from the number of letters 
received concerning these cards, they struck a very responsive chord. As 
nost of our readers know, the Society in Ontario will seek incorporation 


by Private Bill at the next session of the Legislature and it is likely that 


eedings will be taken in Quebec also at the next session. Such 


corporation, we feel will give our society a decided boost and will result 





in added prestige both to the Society and to qualifed members. The Private 


Bill is a New Bill and differs in many respects from that submitted at the 





last session of the Ontario Legislature and high hopes are held for its 
success. However its success depends very largely on the attitude of every 
member There is a lot of work to be done tn this connection and it is 
be ped that those members who have been approached in this regard 
will not fail us. Well, here we are again at the start of another year 
Wh 1€ prospects for us both individually and as a Society No one 
1 tell of course but there is this much to be said, the success or failure 
f ead e of us and of our Society depends on ourselves and ourselves 
tlone. W ve a great Opportunity, greater than any which has confronte 
sin recent ve Let us take heed and decide that we shall not fai!—-R.D 


Literature Received 


Costing—Marginal and Conventional. 
Cost Accountant. Oct.-Nov 








A well written article which sets out the advantages and disadvar 
tages in each phase of Cost Accounting 
The Field for Research in Accountancy. 
Austral Accountant. Nov 
A very c and most interesting article Gives details of re 
search work conducted by various Accounting bodies and the need f 


nore researcl 
Effect of the New Excess Profits Tax on Preparation ot 
1940 Corporate Income Tax Returns. 
N.A.:C.A. Dec. 15 
An article of special interest and even though this reters to the 


Act 


U.S. Excess Profits Tax 








HOME IMPROVEMENT PLAN 


Distribution of Manufacturing Expense. 
N.A.C.A. 

Research, Tool and Engineering Costs. 
N.A.C.A. Jan. 1. 


Two very timely and interesting articles relating to the Control and 


Jan. 1. 


distribution of Indirect Expenses. 
Relation of the Income Statement to the Balance Sheet and 
Earned Surplus Analysis. 
Journal of Accountancy. Jan. 
A most welcome and interesting article of value to every accoun- 


tant. 


Home Improvement Plan 


The Honourable J. L. Ilsley, Minister of Finance, has released final 
figures showing the result of operations under the Home Improvement Plan 
to October 30th, 1940. As at this date, the $50,000,000 loan authorization 
under the Home Improvement Loans Guarantee Act, 1937, having been 


exhausted, the Government's undertaking to provide a guarantee for the 


encouragement of this type of loan was terminated. Improvement loans 
made on or after October 31, 1940, will remain, as previously, direct obli- 
gations of the borrowers to the lending institutions, but will not qualify for 
Dominion guarantee. 

The Home Improvement Plan which provided a convenient plan whereby 
home owners could secure through the banks and other approved lending 
institutions the required funds to improve, repair and modernize their 
properties was brought into operation in November, 1936. When the Plan 
was terminated at October 20th, 1940, it had, therefore, been in operation 
for a period of four years. The number and volume of loans for a period 


of four years of operation are as follows: 


Year No. of Loans Volume of Loans 
November, 1936-October, 1937 er 29,963 $11,721,129 
November, 1937-October, 1938 ........000006 . 27,914 11,429,681 
November, 1938-October, 1939 35,374 14,591,916 
November, 1939-October, 1940 32,401 12,247,894 

125,652 549,990,620 


The distribution of Home Improvement Loans made during Octobe 


and the final distribution, by provinces, to October 30th, 1940, is as follows: 


Province Oct. 1-30th, 1940 Total 

Prince Edward I. 20 § 5.516 1,107 S$ 268,013 
Nova Scotia 304 96,380 8.470 2.593,103 
New Brunswick 137 43,225 4,372 1,421,578 
Quebec 637 296,730 18,541 9,338.44) 
Ontario 3,457 1,198,242 60,350 24,076,294 
Manitoba iS8 220,589 8,126 3,197,710 


Saskatchewan 136 62,487 2,382 904,480 
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Alber 459 D551 4,165,181 
British (¢ 817 2755 4,025,820 
6,422 $2.418.676 125.652 $49,990,620 


What's Wrong With Accountancy 


By 


MR. BILLY E.:GOETZ, 


Writing in Advanced Management. 


I charge accounting and accountants with forgetfulness of objectives 
Accounting serves, or should serve, five major purposes 


First, it provides a systematic method for handling part of the dav-by- 


lay activities of the business enterprise. It provided for the expeditious 
ind accurate handling of sales orders, for the recording and collecting of 
; ' 


nounts due, for the systematic handling of purchase routines, and for the 


ontrol of the payment of the resulting liabilities 


Second, accounting accumulates, classifies, and reports data according 





o rules by governments. The accountant interprets and complies 
with such rules reasonably well Investigation of the rules themselves, ot 


l 


their basis in accounting dogma, and of the responsibility of accountants in 


night reveal much that is wrong with accounting 


tormulating the rules 


Third, accounting prepares reports for credit purposes. 





Fourth, accounting attempts to keep the equities involved straight; to 
keep track of opposing interests; to render unto Caesar that which is 
Caesar's Much of this is also legal in nature, as in the determination of 

legality of dividend payments, or in the liquidation of a business unde 
Ol es. Where the compulsion of law is missing, the accountant 
engages in a wholesale scrapping of the ‘principles’ by which he lives. 





In the voluntary sale of a business, a reorganization or a merger, or the 








entrance or withdrawal of a partner, appraisals and revaluations become the 
irder of the day The accounting “principles,” such as the lower of cost 
r market, or cost minus d are jettisoned; and the question 
becomes: “What are these things really worth We may pity or scorn the 


principles thus Detrayed, but we must admit that the accountant has his eye 








the ball: his objective is unimpeachable, and he has done the only thing 
possible—deserted untenable premises and the conventionalized dogma he 
usuallV S$ tes fo logic 

Fitth last, least urgent, but yet important, accounting serves as a tool 
f management. Certainly, I am interested in this aspect of accounting 

st to the complete exclusion of the other four. After all, I can trust 
the accountant to a very considerable extent with the first four; and not 
t all with the fifth 


1 ] 


The introductory remarks in many elementary textbooks on accounting 


nphasize the managerial tunction of accounting to the exclusion of the 
ther tf t In the balance of the text the managerial function 1s 
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a | l ] | ] 
neglected while a machinery of accounts is developed which satishes the 
frst four purposes only. Nowhere does an accounting text analyse the pro 


blems of management or explicitly develop an accounting method in terms 


of the accumulation of data needed by management. Accounting texts have 
been the product of public accountants. Apparently the first four functions 


of accounting have bulked so large in the economy of the public accountant, 

and have been so exacting that the public accountant has never had time 

(or clients) to be interested in accounting as a tool of management. Hardly 
| 


believable, but demonstrably true, this point of view has so permeated the 


profession and the litera 


1e managerial function of accounting. 


ure that private accountants and cost accountants 


are also forgetful of t 

A text which defines accounting as a tool of management logically 
should go on to outline the objectives, problems, and informational needs 
of management. It should develop each of the reports, records, and pro- 
cedures discussed in terms of their contribution to management. Manage- 
ment theory runs in terms of differential costs and incomes, and of oppor- 


tunity costs. The literature of economics is saturated with these concepts. 
But accounting, the child of business, neglects them. 
Montreal Chapter. 

Following a most successful visit to the plant of the Dominion 


Engineering Co. Ltd. at Lachine on December 14, Montreal members took 
a rest and the next meeting will be the now famous, or should we say 


Annual Smoker. This will be held 
of Montreal and will take place at the 


notorious in conjunction with the 
General Accountants Association 


Windsor Hotel on Friday, January 17th 
Usually taxi cabs and ambulances are ordered for 11 p.m. but there 


is no mention of this in the meeting notice this year. One wonders if this 
affair will live up to previous standards or if it will be a “tame” affair. 


Time will tell. 
Toronto Chapter. 
Following one of the most successful meetings in the history of the 


Wood of the Dept. of 


Toronto Chapter in December when Mr. Frank E. | 
members on “Cost Accounting for 


Munitions and Supply addressed the 
There 


Toronto members rested until late January. 


Government Purchases,” 
was a “Bowling Night” scheduled for late December and it took place 
g except to those whe 


The attendance was anything but encouraging 
did attend for everyone received a prize and went home quite happy 
Hamilton Chapter. 

The December meeting of the Hamilton Chapter was a huge success tor 
only was the attendance fairly good but those who did attend had the 


not 
extreme pleasure of hearing Mr. Ray Lowe, Past President of the Buffalo 
Chapter, N.A.C.A., speak on “Budgets and Breakdowns.” Ray is quite 


a favourite with Hamilton members and his talk, quite humourous in spots, 
was a really masterly exposition. His “home made” board showing break- 
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even points was extremely interesting and altogether the meeting was a 
splendid one in every way. 
Niagara Chapter. 

For the December meeting members of the Niagara Chapter were 
treated to an extremely able talk on “Job Evaluation” by Mr. Geo. J. 
Maxwell of the Canadian Kodak Co. Ltd., of Mount Dennis, and was very 
much appreciated. The discussion period was quite lengthy and informa- 
tive and few meetings this season, or any other season for that matter, 
have been so enjoyable. 

Kitchener Chapter. 

The attendance at the December meeting of the Kitchener Chapter was 
hardly up to standard but those who failed to attend missed a treat. R. J. 
Bob” Williams, of the Can. Wm. A. Rogers Co. Ltd., of Toronto, was 
the speaker and his subject ‘““The Control of Standard Costs’ was one which 
struck a responsive chord among the members present. Due to the absence 
of Chairman Dan Seebach, Vice-Chairman Jimmy Babcock handled the 
meeting in real style. At the conclusion Messrs. Allan Reuter, Albert Carter, 
Herb McKay, Carl Doerr and Jack Thomson were appointed Provisional 
officers of the new student section. 

Ottawa Chapter. 

The December meeting of the Ottawa Chapter was quite a success in 
every way. Mr. C. B. Taylor, of Toronto, was the guest speaker and his 
subject, “A New Tool for Management” was most interesting. Twenty- 
eight were present’ for the dinner and several more came in for the meeting 
which was held at the Laurentian Club and was presided over by Charles 
A. L. Poudrier. Norman Wrigglesworth moved a hearty vote of thanks to 
the speaker. 

Fort William-Port Arthur. 

The December meeting of the Fort William-Port Arthur Chapter was 
again a most successful affair. This time it was a dinner meeting at the 
Royal-Edward Hotel, Fort William and was well attended. The speaker 
was Mr. J. Brown of Canadian National Railways and his subject “Freight 
Rate Structures” was not only well delivered but also very well received. 


From every angle it was a most successful affair. 





Chapter Meetings 


The following Chapter Meeting are scheduled for January: 
Montreal 17 

Annual Smoker. Windsor Hotel in conjunction with the General 
Accountants Association. 
Toronto. 

Tuesday, January 21st, at Canadian Military Institute, 426 University 
Avenue. Speaker, Mr. Allan B. Gate, Eastman Kodak Company, Rochester, 
N.Y. Subject: “The Control of Operations Through Effective Organiza- 


tion.’ 
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Hamilton. 
Wednesday, January 29th, Fischers Hotel, York and Park Streets 


Speaker, Mr. D M. Turnbull, ] D Woods Co. Ltd.., Toronto. Subject 


Work Simplification.” 





Niagara. 

Tuesday, January 28th. Speaker, C. B. Taylor, Industrial Cost Con 
sultant, Toronto. Subject: “A New Tool for Management 
Kitchener. 

Thursday, January 23rd. Speaker, Mr. Allan Page, Mercury Mills, 
Ltd., Hamilton. Subject The Importance of Time Study in Modern 
Industry 
Ottawa. 

Friday, January 31st, at Laurentian Club. Speaker, Dr. Charles A. 
Robb, Dept. of Munitions and Supply. Subject: “Cost Problems Rel 


Distribution and Control of Manufacturing 
Expense 


An Address by 


D. Ri PAFION;: €.A., 
Before London Chapter, 7th November, 1940 


Detinition. 





Manufacturing Expense includes all of the indirect expense charges 
entering into the fabrication of the product, which added to Raw Materials 
and Direct Labour will give the total Cost of Production. It consists of 
all of the indirect costs of operating the manufacturing division of an indus- 


trial concern as distinguished from the direct costs, charges which cannot 


be applied directly to the cost of the manufactured product but which must 
be apportioned to it in some indirect manner 


It is variously known, also, as Factory Burden, Manufacturing Over- 





head, Factory On Cost, Loading, et« 
Elements of Manufacturing Expense. 


three elements- 


Manufacturing Expense consist 

1. Indirect Material— 
Material which does not enter into and become a definite part of 
the product which is manufactured. It includes factory supplies, scrap 


tr waste material, small tools and dies, and also, those items of direct 


or 


material which are used in such small quantities that it is not practic- 

able to charge them directly to the product. 
2. Indirect Labour— 

Labour which is not expended directly on the manufactured pro- 

duct. Included in this element are the wages of helpers, sweepers and 
truckers, factory clerks, inspectors, foremen and supervisors, employees 
engaged on defective or on experimental work and the lost or idle time 
of productive workers. 


3. Indirect Expense— 
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es incidental to manufacture incurred for the general benefit 




















part of the plant and for the maintenance of manufacturing 
ies and equipmen These ges include factory rent, insu 
xes, power, 1 nd depreciation ntenance, and repairs of 
iC yuildings and equipment 
General Principles of Dealing with Manufacturing Expense. 
el nts of prime cost—direct materials and direct labour—as well 
tems of direct expense there may be, are applied directly to 
) cess s possible to make such direct application of 
I O ead, and some method must be evolved that will distribute 
ve n S I i an equitl 
i f the product cess of di 
following s 
nment of manufacturing expense in equitable ration to the var 
us factory departments concerned—including both productive and 
non-productive departments 
Apportionment of the costs of the non-productive or service departments 
the productive departments 
3. Distribution of the total overhead charge of each productive department 
ver the various jobs, orders, articles, or processes of that department 


This distribution will give the amount per unit of production which 


nust be added to the charges for direct material, direct labour, and direct 


pense, so that the total cost of the unit may be determined 
Manufacturing Expense Rate Predetermined. 

It is possible to apply the direct material and direct labour to the pro- 
luct at the time of expenditure. The total charge for Factory Overhead, 


ywever, cannot be determined until the close of the period—too late—for 


to be calculated as soon as the work is completed. It is necessary, 
jer to complete the cost of the unit, to predetermine or 


herefore, in ordet 


estimate the proportion which must be added to take care of the manufac- 





ing expense. This estimate is prepared on the basis of the expense in- 
curred and distributed in the preceding period in accordance with the 
procedure outlined above, with such corrections and adjustments as may 
be necessary 

Actual charges for the current period are prepared at the end of the 
time, they are properly distributed to the departments and the product, and 
comparison is made with the estimated amounts as previously applied. 
Differences between actual and applied expenses are adjusted on the books 
only at the end of the year, but correction may be made on the face of 
the operating statements as they are prepared each month. 

Accounting for Manufacturing Expense. 

Accounting for Manufacturing Expense involves the use of Controlling 
Accounts on the General Ledger. It is often preferable to use one primary 
controlling account only to which, during the month, all items of expense 
1 from the voucher register, general ledger, etc. The details, 
which agree with the totals of the controlling account, are recorded by the 
Cost Department on the various Manufacturing Expense Orders. These 


expense orders analyse the Manufacturing Expense by classes of expenditure 


id show, also, the amount chargeable to each department. 


ana 





DISTRIBUTION AND CONTROL OF MANUFACTURING EXPENSE 


(a) At the end of the month, the Manufacturing Expense Orders are sum- 


marized by departments. From the information so supplied, and in 


accordance with the prevailing method of apportionment to depart- 


ments, a Journal entry is prepared transferring the expense from the 


Account to the various Depart- 
t 


t 
total Manufacturing Expense Contro 
mental Expense Accounts. 


The entry would be 


Dr. Maintenance Dept. Expense 6,000 
Factory Office Expense ~~ 1,200 
Power Plant Expense +,400 
Productive Dept. A, Mtg. Expense . 8,000 

; b, ‘ 3.600 
c saaweeses, 22,000 


34,200 


Cr. Manufacturing Expense Control Account 
(b) The next step is the distribution of the expenses of the Service or non- 
Productive Departments to the productive Departments on some fair 
basis. As some service departments may render service to other service 
departments it is necessary that the transferring entries be made in such 
order that, as far as possible, the total cost of each service department 
will be secured before transfer is made to other departments 
The entry to transfer the Maintenance Department Expense 


(using figures as above) would be— 


Dr. Factory Office Expense . ae 200 
Power Plant Expense givasesatedacvens 900 
Productive Dept. A, Mfg. Expense .. . 1,800 

- B, ; " watce Oke 
C, . Ue 2,000 


Cr. Maintenance Department Expense 6,006 


The entry to transfer the Factory Office Expense would be 


Dr. Power Plant Expense 220 
Productive Dept. A, Mfg. Expense 360 
5, 180 

is _ oS EN ecasaas 640 


Cr. Factory Office Expense 1,400 


The entry to transfer the Power Plant Expense would be 


Dr. Productive Dept. A, Mfg. Expense .... 2,480 
is 9 B, ie 1,200 
: ” a side SA) 

Cr. Power Plant Expense : es ca Pies 5,520 


The total expenditure for Manufacturing Expense has now 
been charged to the expense accounts of the Producing depart- 
ments. 

(c) It is necessary that the accounting system show, not only 
1. The amount of expense incurred by each department as recorded 
above, but also, 
2. The amount distributed by each department to its production in 


accordance with the rates set up. 
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At the close of each month a summary is prepared for each department 
showing t amount of manufacturing expense distributed to production 
luring the nth 


Che tollowing Journal Entry would be made— 





Dr. Manufacturing Expense in Process 34,520 
Cr. Applied Mfg. Expense Dept. A l 0) 
B 6,580 


OF ~ 15,660 


The difference between each department's accounts (1) for Manufac- 


ing Expense and (2) for Applied Manufacturing Expense shows the 


amount which has been over or under applied during the period, and fot 
the fiscal year to date 


This difference may be carried each month as an adjustment to the 


Operating Statements. Adjustment is not usually made on the books until 





that time the (1) applied expense accounts 
| 


the end of the fiscal year 


are closed into the corresponding departmental Expense Accounts and (2) 


the balance 


epresenting over or under applied expense is carried as an 
addition to, or deduction from, the cost of goods manufactured and sold and 


the inventories of work-in-process and finished goods. Over the year the 


differences should be small, though, on account of seasonal variations, the 
monthly differences may be proportionately larger. The rates of applying 
the Manufacturing Expense to production are not usually changed during 
the year unless there is a very substantial difference. 


The schedule on the following page shows in outline the application ot 


€ entries recorded abdove 


APPORTIONMENT OF MANUFACTURING EXPENSE TO 
DEPARTMENTS 
Factory Departments 


+r } ¢ n ¢ an YY mm 4 t t | 
Factory Departments are naturally grouped under two classes 





(2) Productive or manufacturing departments—those departments engaged 


directly in the manufacturing of the product, e.g., moulding, grinding, 





finishing, and assembling departments 
(b) Non-productive or service departments—those departments rendering 


service necessary to the processes of manufacture, e€.g., Cost Gepartment, 


Irafting room, powel plant, storeroom, plant nammtenance department 


Bases of Apportionment to Departments 
Many items of n 


ents and may be charged directly to them, but a very large number 


nufacturing expense are incurred within specinc de- 





ar less general nature and apply to several departments or 








factory as a whole charges must be apportioned over the 
; 1 loctin } lepartment in rat that will refle 
\ \ oductive and service de rtments in ratios that will reflect as 
s possible the part justly applicable to each. 


Any of several principles of distribution may be tollowed—(a) service 
use, (b) arbitrary, based upon study of conditions, (c) ability to pay, 


nd (d) efficiency or provision of incentives 


We will consider only those bases falling under the first two 
Direct never possible 
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Floor space or cubic capacity—(due consideration to location and floor). 
Value of machinery and equipment 
f 


macnines 


Zz. 


Horse-power of machines 


Horse-power hours of machines—if available 


Labour cost—(Direct and indirect or Direct only). 
Labour hours—(Direct and indirect or Direct only). 


umber of employees. 





rials and supplies issued from stores 





N 
Value of materials and supplies purchased. 
\ 
\ 


Talue of material stock—(a) First of Period 


(b) Last of Period, o 
(c) Any average 
Quantities of production 


Total manufacturing expense already charged to Departments. 


Examples of the apportionment of various items of manufacturing 

Expense are 
Nature of Charges Basis of Apportionment 
Rent, taxes, insurance, depreciation Floor space or cubic capacity 
and maintenance of factory buildings 
Insurance and depreciation on ma- Value of machinery. 
chinery 
Insurance on stock Actual or average inventory of mer- 
chandise and supplies. 

Workmen's Compesation Ins Labour Cost. 
Superintendence Number of Employees, or arbitrarily 


on basis of time spent 


Inspection Quantity of production 
Power Meter readings or H.P. hours of 


machines 

Light Meter readings or number of lamps 
or Watt hours of lamps 

Heat Floor space, cubic capacity or aun 
ber of feet of radiation 

‘reight and cartage inward Value of materials and supplies pur- 


chased. 


Storeroom expense Value of materials and supplies is 
sued 
Direct material which is not applied Quantity of production 


APPORTIONMENT OF SERVICE DEPARTMENT COSTS 
After the manufacturing expense has been transferred to the depart- 


expense accounts, it Is necessary to transfer the total costs of the 


non-productive or service departments to the departments to which service 


ee b] ae enh 
should preterably be applied to the 


INDUSTRIAL ACTIVITY IN CANADA SPEEDS UP 


departments which it serves in proportion to the service rendered to such 
departments. It may be possible, in some cases, to measure this service 
definitely by means of meters, or it may be possible to make direct charges 
for specific items of work performed, as for repair orders. In the greater 
number of cases, however, it will be necessary to use some method of 


apportionment. The bases which may be adopted are the same as those 
noted above, and here, as before, great care must be taken to ensure that the 
base used reflects, in proper proportion, the service rendered. 

Most non-productive departments render service to other non-productive 
departments as well as to productive departments. It will be necessary, 
then, to disregard certain inter-related service costs. In order that these 
may be reduced to a minimum it is necessary to so arrange the order of 
distribution that the costs of those departments which render service to the 
greatest number of other departments and receive the least service from 
others are distributed first, and so on down the line. 

This order of distribution will be continued until all the service costs 


are charged to the producing departments. 


DISTRIBUTION OF MAUFACTURING EXPENSE TO PRODUCTION 


Importance of Correct Methods of Distribution. 

After Manufacturing Expense has been apportioned to Productive De- 
partments, there still remains the difficult problem of distributing it, within 
the departments, to the units of production. 

It is essential that correct methods of distribution be used, especially 
since the modern tendency is to increase rather than diminish the propor- 
tionate amount of Manufacturing Expense. Erroneous methods of distri- 
bution may result in errors in costs that will seriously affect the profits of 
the business. 

It is not sufficient merely to distribute all of the manufacturing expense 
over all of the products. Each individual product must receive its correct 
share or its cost will be incorrectly stated and prices and gross profits will 
be directly affected. The charge of each product must represent correctly 
the extent to which manufacturing expense has been utilized in its produc- 
tion. 

Methods of Distribution. 

The following are the more important methods used to distribute manu- 
facturing expense to production 
1. Prime Cost Method. 

Under the prime cost method a definite percentage is added to the cost 
of direct material and direct labour to cover manufacturing expense. 

Suppose, for a given period, the total material cost was $40,000, the 


total labour cost $50,000 and the total manufacturing expense $18,000. 


Manufacturing Expense $18,000 20% of Prime Cost to 
- be added to cover the Manu- 
Material Cost $40,000 + Labour facturing expense. 
Cose $50,000 
Thus, if the material cost of an article is $15,00, the labour cost 
is $13.00 and the overhead rate is found to be 20% of the prime 
cost, the total cost of the article would be- 
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Direct material cost Fray READS ae Tek oaks DT er $ 15.00 
Bitect LabOUr -COSE ...<cccscciscosseesste’ Sau cediheseienpapaieensadenesadtceneels 13.00 
IE SOSG fsiscadscandsccasctoncicactes ta ieee sheaaabcasatibaiin 28.00 
Manufacturing Expense (20% of Prime Cost) .............0cc0000 5.60 
Total Cost ere Fe 


This method of distribution is applicable only under comparatively 
simple conditions of manufacture, where the articles are operated on to 
practically the same extent, and where neither material nor labour is subject 
to wide variations in cost. Its chief advantages are its simplicity and the 
fact that few records are required. The results, however, are apt to be 
very inaccurate if uniform conditions do not exist, noticeably in cases where 
material costs vary considerably and where some articles require more pro- 
cessing and more application of labour than others. 

There should be a definite relation between the manner in which manu- 
facturing expense is incurred and that by which it is distributed to produc- 
tion, but there is no logical connection between the amount of manufacturing 
expense and the cost of material. Too much manufacturing expense is 
applied to articles containing high-priced material and too little to those 
containing low-priced material. 

2. Productive Labour Cost Method. 

The Productive Labour Cost Method is based upon the principle that 
manufacturing expense is incurred in proportion to the cost of the labour 
involved. 

Suppose, for a given period, the Total Productive Labour Cost was 


$40,000, and the total Manufacturing Expense $20,000. 


Then— 

Manufacturing Expense $20,000 50% of Productive Labour Cost 
—— = to be added to cover Manufac- 

Productive Labour Cost $40,000 turing Expense. 


On the above basis, suppose a man works 14 hours at 75c per 
hour on an article and that the direct material in this article is 
worth $5.00. ; 

The production cost of the article’ would be— 


Direct Material Cost .............. Laceecasiensaoots skecteouninaseshays Nicicercet er OO 
Direct Labour Cost (14 hours @ 75c per hour) ............:00 10.50 
Manufacturing Expense (50% of $10.50) ....... 5:25 
Total Gost:....;. re Bevetesanabs apie nete ens iss sgestascaeeudoeenpne ONE 


The chief advantage of this method is its simplicity and the ease with 
which it may be applied. In order to have it function properly there should 
be uniformity of product and little variation in wage rates. Labour should 
be the dominant factor. More accurate results are obtained when distribu- 
tion rates are used for each department rather than when a general average 
is used. 

The fact that the amount of expense applied to production is affected 
by the rate of wages is a disadvantage and this is especially marked under 


bonus systems of wage payment. 
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DISTRIBUTION AND CONTROL OF MANUFACTURING EXPENSE 


In departments equipped with machines, care must be exercised to see 
that labour costs of machine operators are uniform or that if they vary, 
the variation is in proportion to the value and output of the machine. If 
a low priced man is operating an expensive automatic machine and a high 
priced man is working at a cheap machine where skill is important, the 
charges for manufacturing expense under this method will not only be 
inaccurate but will actually be reversed. 

3. Productive Labour Hour Method. 

The Productive Labour Hour Method of distribution applies the basis 
of time rather than that of cost to the distribution of manufacturing ex- 
pense. Expense is applied to production at a given rate for each hour of 
direct labour used in turning out the product. 

Suppose the number of working hours of direct labour to be $80,000 


and the manufacturing expense $30,400. 
Then— 
Manufacturing Expense $30,400 38c per hour to be charged to 
—__—_—_—___— - = the product for each productive 
Productive Labour Hours 80,000 hour of work spent upon it. 
Using this method and the above rate, the cost of the article 
mentioned in Section No. 2 above would be determined as follows— 
Digect. Material Gost. i vcccssiccvasiessssetedsassesvaracesexcaccscseasocesarucetosean $ 5.00 
Direct Labour Cost (14 hours @ 75c per hour) ............00 10.50 
Manufacturing Expense (14 hrs. @ 38c per hour) .........0. 5.32 


OtGE COSE os. Sosa cava daldkeuvdcduptousenaascesteedeesapaansiecsentueneaitiale $ 20.82 

This method of distribution, as well as all other methods in which the 
time factor is taken as the base, considers that manufacturing expense is 
incurred in proportion to the passage of time. The correctness of this theory 





is seen by a study of many of the principal items of manufacturing expense 
rent, depreciation, taxes, insurance, light, heat, maintenance, etc.—all accum- 
ulate according to time. Hence distribution on the basis of time is usually 
much more equitable than on the basis of material or labour costs. 

The advantage of this method over the Productive Labour Cost Method 
is readily seen in comparing the amount of overhead which would be applied 
by each method to similar operations in which bonus schemes of payment 
are used. The results under the Direct Labour Hour Method are uniform 
and usually much more satisfactory for purposes of comparison and for 
fixing selling prices. The field to which this method may be adopted is 
wider but there still remain certain limitations, viz., labour should be the 
dominant factor and the product should be uniform. Where machines are 
used the same precautions must be taken as in the case of the previous 
method except that the wages of the operators may be disregarded. 

4. Machine Rate or Production Centre Method. 

Machine Rate Methods are based on the principle that overhead ex- 
pense accrues in proportion to the number of hours of machine operation. 

The department is taken as the unit whenever possible but ‘if a 
department includes different types of machines or performs different pro- 
cesses, further subdivision must be made. These subdivisions, including one 
machine or a group of like machines, are termed production centres and 
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are used as the basis of accumulating manufacturing expense. If possible 
the production centre coincides with the department. 
The production centre is charged, not only with its proper proportion 


of manufacturing expense, but also usually with the direct labour cost applic- 


to cover general admints- 


tration charges.) When all of the charges have been made and the total 


able to it. (In some cases an addition is made 


labour and overhead cost of operating the machine centre has been calcu- 
lated, distribution of the total must be made over its own product. The 


total machine operating costs are divided by the total number of machine 
operating hours, giving the rate per hour to be charged to the product 
for work done in that department 
The formula for determining the machine or production centre 
hourly rate would be 
Total Cost of Productive Labour 
Total Amt. of Mtg. Exp. ap- 
plicable to production centre Production centre rate to be ap- 
plied to product for each hour 
Total number of machine operat- of machine operation. 
The final factory cost of an article passing through several machine 
processes is arrived at by totalling the labour and overhead costs incurred 


in each separate process, and then adding the cost of the direct murertals 


Variations of Machine Rate Methods are 


Fixed Machine Rate Method Provides a predetermined rate, esl 


mated on the basis of all machines running full time—vartations from 





the estimates being taken up by a supplementary rate 

Sold Hour Method The services of the department are “sold” tos 
so much an hour, based on the labour and overhead cosi of 
partment 

Whenever the machinery is of more importance than the human ele 
ment, where the workman is merely a tender or tool of the machine, machine 
rate plans are the most equitable for making distribution. On the other 
rand where considerable skill on the port of the workman is required in 
making the product and where the machine is of secondary importance, 
either the Productive Labour Cost Method or the Productive Labour Hour 
Method 


Other Methods of Distribution which may be used 


s usually the more accurate 


(a) the Quantity or Unit of Output Method, and 
(b) the Standard or the Normal Burden Method 
Control of Manufacturing Expense. 


Manufacturing Expenses should be controlled as carefuiiy as the other 





two elements of cost, Direct Materials and Direct Labour, are controlled 


It has always been found easier to increase overhead than to decrease it, 
and the management is continually striving to keep it within limits. Clerical 
ind indirect labour tends to rise, supplies are drawn excessively, lights are 
used when not required, machines are left running when not in use, long 
distance telephone and telegraph are used when not necessary anc spoilage, 
travel, maintenance, etc. increase with little encouragement. 

Variable and semi-variable expenses are the groups over which the 
greatest control must be exercised, but the so-called fixed charges may also 


beneft from close examination. 





DISTRIBUTION AND CONTROL OF MANUFACTURING EXPENSE 


Effective methods used to achieve overhead expense control include 
(a) The education and supervision of personnel — through literature, 
employees meetings, discussions among factory personnel and super- 
visors, and frequent inspections by shop managers. 

Provision of incentives to departmental heads or other plant executives 


> 


for limitation or reduction of overhead in their departments. 
(c) Constant investigation of more efficient methods which would result 
in overhead savings, and 


(d) Maintenance of control through expense Budgets. 


~— 


Control through the medium of Plant Expense Budgets can be very 
effective. Monthly comparisons should be made by the Cost Department of 
Budgeted and Actual figures and the information supplied to the manage- 
ment for prompt investigation 

The use of flexible budgets, estimating overhead for each volume of 
production, renders such control more direct. 


f idle plant capacity so that such costs may be 


Segregation of costs « 
brought clearly to the management's attention should have an important 
bearing on the reduction of excessive cost from that cause where that is 


possible at all. 


Personnel Conference. 

Personnel policies and industrial relations problems under present-day 
emergency conditions will 
of the American Management Association, to be held in Chicago at the 
Palmer House on Wednesday, Thursday and Friday, February 12, 13 and 14. 

This Conference, which annually attracts more than 1.500 executives 


be discussed at the annual Personnel Conference 


with industrial relations responsibilities, will review the personnel develop- 
and will consider the outlook for 1941. Planned 


ments of the past year 
by committees of executives from various companies working under the 
direction of Harold F. North, Director of Industrial Relations, Swift & 


he sessions will be the first national management conference to 


Company, the 


consider industrial relations from the management standpoint since the 
defense program really got under way. Among the topics to be discussed 


are the following: Sound Industrial Relations Policies Under the Present 


Emergency; Bringing About a Better Understanding Between Management 
and Labor; Current Practices and Procedures in Conciliation. 

Principles of Learning as Applied to Business and Industrial Training; 
Problems in Organizing Intensive Job Instruction; Use of Motion Pictures 
in Training Work; An Experience Story of Intensive Training Techniques; 
Slide Films and Other Visual Aids Used in Training Work; Foreman- 
[raining Techniques; Industrial Psychology; Fundamentals of Personnel 
Administration; Employee Financial Security. There will be two concurrent 


sessions on job evaluation and the practical applications of psychology. 
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HANDISET 
FORMS 


own in the sketches, Handiset 
Forms are  multi-copy business 
forms, with fresh, inexpensive car- 
per already interleaved. Come 
sets with carbons and forms 


) 
glued at stub. 
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\fter typing or writing, the torms 
and carbons are snapped apart— 
carbons remain affixed to stub— 
forms loose. Copies which require 
additions or extensions may be left 
with carbons affixed—for subsequent 
writing. Fingers nev 
Used for typed 
records in any typewriter, billing 
accounting machine or 
tabulator—or for handwritten rec 
s, loose or in books. Elimi 
carbon stuffing, j i 

ment and unshufflin 
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touch carbons. 
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BUSINESS SYSTEMS 
LIMITED 
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SPARE TIME TRAINING 
THAT HELPS YOU 


SPEED UP 
PROSPERITY 


Do you want to speed up prosperity 
par- 
icipation in the new jobs, promotions 
nd salary increases—get fullest bene 
fits from business pick-up? You can 
do it Employees—up against new 
I , fighting for survival and 
| naturally preter trained men— 
men who have special ability to offer. 
If you wish this advantage, simply 
check the field of business in which 
you are interested We will send 
full information about the opportuni 
ties in that field, tell how our com 
\ : 


uccess-build program helps 





insure your eariy anda ars 
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you plan your tuture, trains you in 
our spare time, and works with you 
through your career Send the 


coupon NOW 


LA SALLE 
EXTENSION 
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CARTY BUILDING 


Yonge and Albert Streets 
TORONTO, ONT. 
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Industrial Activity in Canada Speeds Up 


From La Salle Business Bulletin 


[he rise in industrial operations throughout Canada has continued at 
a swiftly increasing pace. The physical volume of business during the last 
twelve months was 18 per cent higher than during the preceding twelve 
months. The rate of rise is accelerating and the gain last month was greater 
than during any similar period throughout the last year. Industrial pro- 
b 


be around 30 per cent higher than it was a 


duction is now estimated to 


year ago 
wer are ; 

in Canada has surpassed the previous peak by a larger per- 

centage than has that of the United States. The index of production is 


Business 


th the 1929 high point of 147 In this index, 


close to 160 as compared with the 
the average of 1926 is 100. Production of steel last year was around 
2,000,000 tons, which was 50 per cent above the best peacetime year, and 
20 per cent larger than the 1918 war peak. Iron production also is making 
new all-time records 
Plant capacity has been gradually increasing, and many new factories 
are constantly coming into production. Even with this expansion, 98 per 
cent of current capacity is being utilized. Employment has risen sharply, 
nufacturing, where the number of workers 


with the most striking gains in manufactu 


is 20 per cent above a year agi 
{1 more than has manufacturing. Con- 





Construction activity 
f 1940 were greater than for any 








tracts awarded in the first nine months «¢ 

full year since 1931, and for the entire year were 65 per cent higher than 
in 1939. Industrial construction was up 347 per cent. Commercial build- 
ings were 78 per cent higher: works 1 utilities, 29 per cent greater; 
residential building declined 8 per cent. These trends are expected to 
continue in 1941, although the perce will be somewhat less than 


those of last veat 








The paper industry has been stimulated by increased demand, since the 
Scandinavian newsprint has been practically eliminated from world markets. 
Production was 23 per cent higher than the year before. Electric power 
sutput has increased 9 per cent, while of automobiles was 46 per 
cent highe Foreign trade has expanded and merchandise exports were 
a> per cen gher. Imports increased 47 per cent 

While industry has been forging ahead, conditions in agriculture have 
been less favourable. Farm purchasing power was lower than in the preced- 
ing year. Smaller returns for wheat, potatoes, and fruits were responsible 
for this decline. Income from livestock and from dairy products was higher. 





April, and the general index 


is 1t Was a year ago. The cost ot living 


Wholesale prices have been rising since 


| 


is now at about the same level 
has risen 5 per cent. Prices of securities, on the other hand, have declined 
and are now 15 per cent below the level of a year ago. 


The upward trend in industrial production is expected to continue 
this year ard as long a 
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Cost and Industrial Accountants 





There is no time like the present to commence preparations 
for the spring examinations in Bookkeeping, Accounting, 
Cost Accounting and Business Organization and Manage- 
ment, held by the Canadian Society of Cost Accountants 
and Industrial Engineers. The Shaw course will prepare 
you for these examinations and a postcard will quickly 
obtain complete information. 

PREPARE NOW 

DO NOT DELAY 


Write 
SHAW SCHOOLS LIMITED 
BAY AND CHARLES STREETS 
Toronto 
and try 
THE SHAW WA 
THE SURE WAY 











New Members 
Montreal Chapter. 


A. W. Bell, P. S. Ross & Sons 
C. A. Lussier, Banue Canadienne Nationale. 
Kitchener Chapter. 
H. B. Sharp, Biltmore Hats Ltd., Guelph. 
London Chapter. 
M. J. McIntyre, Kelvinator of Canada Ltd 
Ottawa Chapter. 
G. W. Scarth, Courtaulds (Canada) Ltd., Cornwall 
G. M. Marlin, Courtaulds (Canada) Ltd., Cornwall 
G. S. Olson, Dept. of National Detence, Ottawa 
D. C. Fraser, H. K. Wampole Co. Ltd., Perth. 
H. F. Crain, Crain Printers Ltd., Ottawa. 
V.M. Campbell, Crain Printers Ltd., Ottawa. 
A. R. Jacques, Crain Printers Ltd., Ottawa 
M. A. Kranch, Beach Foundry Ltd., Ottawa. 
J. Anderson, Caldwell Linen Mills Ltd.. Iroquois 
J. S. Benson, Andrews Jergens Co., Ltd., Perth 
B. Pettit, Andrew Jergens Co., Ltd., Perth 
W. Horrobin, Tayside Textiles Ltd., Perth 
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Burroughs 


OFFERS ACCOUNTANTS 
A HELPFUL SERVICE 





Accountants find Burroughs decidedly help- 
ful in suggesting the newest, most modern 
machines for handling the accounting oper- 
ations they are planning. 


From the wide range of adding, accounting, 
billing and calculating machines that Bur- 
roughs offers, accountants are able to select 
exactly the right equipment to handle the 
work with the utmost speed, simplicity and 
ease of operation. 


Also a knowledge of these machines and the 
remarkable results obtained from them is 
frequently valuable in talking with clients. 


Telephone or write the local Burroughs of- 
fice and let them assist you. They will ar- 
range to show you the line of Burroughs 
machines, and applications to any type of 
accounting work. 


BURROUGHS ADDING MACHINE 
OF CANADA, LTD., WINDSOR, ONT. 


Offices in all principal cities 





Adding - Accounting - Billing and Calculating Machines 
Cash Registers - Typewriters - Posture Chairs - Supplies 
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H, CHAIRMAN, KITCHENER CHAPTER 


} 


Vice-President and General Manager of the B. 


Canada Ltd., announces the appointment of Mr 
ffice of Controller of the Company. 
this appointment, has been associated with the 
f Chief Accountant for the past twelve years 
I 
cement, just received from the B. F. Goodrich 


Rubber Co. of Canada Lrtd., at Kitchener, Ontario, is one which will be 
very pleasing to members of our Society throughout Canada and especially 
in Ontario where “Dan” is well and favourably known 
His work for our Society has been outstanding and members every- 
; : 4 ' ‘ : 
where will join in extending heartiest congratulations, not only to the 
popular Dan himself but also the Company. 


Costing—Marginal and Conventional 


By J. A. REECE, B.Sc.(Econ.), A.C.W.A. 
Reprinted form The Cost Accountant. 


Marginal Costing 

All Cost Accountants are familiar with such problems as the following: 
‘Shall I renew my agreement with a cartage contractor to delived for £1 
a ton my next year’s potato crop to dealers, or shall I hire and run myself 
a lorry for delivering them?” They would probably look upon this as 
costing but not part of the costing system. In the example given the 
calculation might be as follows:— 
Cost of Delivery: = ee 

(a) Using a cartage contractor: 





AOOntOhSiab: al alOMi cass cccsergueawuen 300 
(b) Hiring a lorry: 
Pipe Ot Ne iti cok cocci vectcechrnsare ene nes 40 
PUEIVEE'S: WARES: <.wcsssse cases sesesssccsicacsvescevavnceaiordes 100 
RGR OIG SCR POUNSES) «iin ceccsdecevesncnccscecnsessvesacears 100 
—— 240 
Addition: to- Profit by: Plire: Of Lostys ccc cccsrcssetec acces 60 


(N.B.—It is assumed that any extra administration would be done by 
existing staff.) 

Out and out exponents of Marginal Costing consider that this approach 
alone ‘deserves the attention of Cost Accountants. They would increase the 
number of the inuiries and devise new forms of record to facilitate answer- 
ing them, and they would abandon conventional costing. (It sometimes 
seems that they wish to use this aproach for the business as a whole in 
place of periodical final accounts.) A fair examination of their arguments 
shows them to be (in theory at least) not so extravagant as appear at first 
sight. In order to make their claims clear the problem set out above will 
be examined more closely. It will be noticed that :— 

(1) Alternatives in the future are being considered in order to 
see which will add most to future profit; 

(2) Only those factors liable to vary are brought into the calcu- 
lation; 

(3) As at the time of the costing the selected alternative and the 
profit are both in the future, they are forecasts, not facts; 

(4) If the best forecast is to be made, accurate past statistics of 
the potato market, of lorry performance, and of price trends must be 
used. 

Is it possible that such considerations define the whole field of useful- 
ness of the Cost Accountant? The choice of one out of several alternatives 
must be the only subject of anyone who wishes to act. This is difficult to 
expxlain but self-evident when appreciated. To revert to a previous method 
after a costly unsuccessful experiment will not bring back the lost profit: 
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€ failure may provide data on which decisions to transfer the responsible 
staff may be based 

Every problem of management (1.¢., maximising profit) can be put 

in this form. For instance, production methods may be compared, but it 


is only when we decide to substitute one for another, starting on a certain 


date, that extra profit can arise. Before this a decision had to be made that 
it was worth while spending time discussing the problem instead of perhaps 
ising the time to initiate a sales campaign. Marginal costing is applied 
directly at this vital point of decision, asks for a technical description of the 
ilternatives and seeks te provide general methods of accurately forecasting 


1eir respective effects on future profits. For this purpose ample suitable 





statistics must be available, but these may bear little or no resemblance 


1€ records contained in a conventional costing system. 
Advantages of Marginal Costing: 


(1) The importance of concentrating on the object of the business, 


to make the most profit starting from the position we are in now, is 


(2) The costs obtained bear directly on the problem concerned, and 
ere is no danger of using previously prepared costs in an inappropriate 
(3) The insistence on the availability of accurate technical data and 
narket statistics means that these are also available for engineers and sales- 
en in considering their own problems. 
Disadvantages of Marginal Costing: 

(1) It is not clear who would control such a system, as it appears 

cover management as a whole and not only figure work. 

(2) The details of a complete system have, it is believed, still to be 
worked out. Too much time might have to be spent on such individual 
reatment 

(3) It does not provide for control (i.e., “policing’) of men and 

terials, and subsidiary methods would presumably have to be used for 


this purpose 


It will be noted that many of the inethods of Marginal Costing are 
lready part of the stock-in-trade of the Cost Accountant, though in a limited 
and secondary way. The question is—is it right to attempt to raise these 
wragments into a new system to replace the conventional one? 
Conventional Costing. 
Conventional costing is detailed accounting. An accountant examining 
well-kept costing system feels at home. He finds the double-entry system 
giving a trial balance and leading to the totals in the financial accounts. 
Allocation of overheads is familiar practice, and variation accounts make 


standard costs part of the well-known system. Uniform costing recalls 
ybligatory public utility accounts and his own efforts to make business 
accounts more informative. Engineers may have helped to start modern 
costing, but accounting methods have not only been adopted but are also 


widely assumed in text-books and at conferences. 


Advantages of Conventional Costing: 
(1) The whole of the costs are accounted for, giving a check on loss 
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and a basis on which Management may ask questions calculated to disclose 


inefficiency. 

(2) In highly developed standard costing systems the Management can 
(in theory) put its finger automatically on the responsible agent. 

(3) Help is given to the Management without the presumption to in- 
struct them in the imponderables such as political issues and the judgment 
of men. 

(4) Especially important is the sense of fairness engendered. A reason- 
able standard is set for the head of a department and this can be discussed 
if he feels the burden is too great to allow him to make that profit on which 


he will be judged. 
Disadvantages of Conventional Costing: 

(1) There is a danger that the Cost of an article will be looked upon 
volume, whereas the allocation of 


as something as absolute as weight ot 
overheads is necessarily arbitrary and even a small change in output may 
have different direct costs from the existing average direct cost of output. 
(2) Objects may be lost sight of, the system becoming an end in itself 
(3) Average costs may lead to operation on cost levels that do not 
represent maximum proft 
(4) Management may be short of the full information it requires in 
facing new problems. 
Conclusion. 
The above discussion roughly represents the impact of economics on 
cost accounting. Little general literature could be found except articles 
in “The Cost Accountant’ and “Accountant” and especially work by the 


Accounting Research Association, apart from works on theoretical economics 
I 


The present note is suggestive only, and certainly contains many errors, 


of approach to this 


but it was thought worth while to set out a scheme 


oo little considered topic 


Honor Roll 


selow members of our Society who are at present serving in 


We list 


the Canadian Active Service Forces. There may be others of whom we are 


not aware and would appreciate hearing from members regarding the names 


if any who have been missed from this list. 
MONTREAL CHAPTER 
F. F. DULLEGE (Unit not known) 
W. S. FRY, REC 
G. I. MACKENZIE, R.C.A 
E. R. MALONEY, R.C.A.F. 
W. A. WESTWOOD, BLACK WATCH 
D. G. SHUTT, R.C.AE. 
HAMILTON CHAPTER 
W. C. ECHEIN, R.C.A.F: 
A. BROWN, R.C.N. 
NIAGARA CHAPTER 
Cc. D. HEWSON, R.C.A.F. 
To these men and to others who have joined or may join His Majesties 
Forces, we extend our sincere good wishes. 
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The Wartime Prices and Trade Board 


Canada 


The following has been received from the Chairman of the above Board 


and is published for the information of members.—(Editor.) 





Yotice to Manufacturers, Importers and Distributors in Canada— 

In August last the Wartime Prices and Trade Board sent out a circular 
regarding the 10% War Exchange Tax; and in view of the fact that the 
Board is now charged with special responsibility in connection with the 
new excise taxes and import restrictions, it is considered advisable to bring 


to your attention the following requirements of the Board: 


Re 10% War Exchange Tax Effective June 25, 1940: 

It has been laid down by the Board as a general rule that the War 
Exchange Tax must not be included in the cost of which the gross profit 
or ‘mark up” is added. 

This applies especially to imported goods sold in the same condition as 
received. In such cases it should not be difficult for the importer to know 
the amount of the tax paid upon importation so that when arriving at the 
selling price any increase in the price can be only the exact amount of the 
tax paid. Otherwise, the inclusion of the tax in the cost and the addition 
of the gross profit or “mark up” to that amount would result in a profit 
being made on the tax. 

On goods made in a Canadian factory in which are incorporated raw 
naterials and partly manufactured parts—some of which may have been 
obtained from suppliers in Canada who also may have imported them—it 
would appear a practical impossibility to ascertain the amount of the tax. 
In such a case, an exception may be made from the general rule, referred to 
above, regarding the inclusion of the tax in arriving at the selling price. 
But this must be recognized as an exception and the general rule must be 
followed wherever possible 
Re 25% Excise Tax Effective December 2, 1940: 

In respect to the 25 per cent. excise tax on manufacturer's selling price 
of a wide range of electrical and household appliances the Board has laid 
down the general principle that prices to the consumer must not be increased 
by more than the amount of the tax. 

Manufacturers selling to wholesalers, and manufacturers or wholesalers 
ng to retailers, are required to show the amount of tax as a separate item 
on their invoices. Such purchasers when establishing their selling prices 
must not compute any gross profit or “mark up” on the amount of the tax. 

When a manufacturer suggests the price at which a commodity manu- 
factured by him should be sold at retail to the consumer or user, the amount 
f the excise tax must not be included by him in the value upon which the 
usual gross profit or “mark up” is calculated. 

Re War Exchange Conservation Act: 

In respect of those goods the importation of which from non-sterling 

areas has been prohibited or restricted, any person who takes advantage of 


such restriction to increase his prices is liable to the penalties not only of 
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NOTICE TO MANUFACTURERS, IMPORTERS AND DISTRIBUTORS 


the War Exchange Conservation Act but also those prescribed in Wartime 


Prices and Trade Board Regulations. 

Where the duties on goods, the growth, produce or manufacture of 
United Kingdom have been removed or reduced, importers and other dis- 
tributors are expected to pass on the benefit of these reductions to the 
Canadian purchasers. 

The Board has already received from manufacturers, importers and 








distributors many expressions of a desire to co-operate whole-heartedly 


: 
f the recent tax and trade legislation 


in carrying out the intentions of 
It is confident, therefore, that these requirements will be carefully 


observed by all concerned 


Signed, H. B. McKINNON, 


Chairman 
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ADVERTISERS 
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